















businesses	 in	 Botswana,	 using	 the	 New	 Zealand	 GST	 system	 as	 a	 benchmark	 for	 a	
simplified	 VAT	 system.	 The	 New	 Zealand	 GST	 system	 is	 globally	 known	 as	 a	 model	
system,	which	has	influenced	GST	design	in	many	countries.	This	study	concludes	with	
VAT	policy	implications	for	Botswana	and,	potentially,	for	similarly	placed	countries.	The	

















Botswana	 VAT.1	 The	 study	 draws	 on	 the	 policies	 employed	 by	 the	 New	 Zealand	
government	 to	 simplify	 their	GST	 system.	 Small	 businesses	 are	 the	main	 focus	of	 this	
study	 because	 they	 are	 important	 to	 the	 economy	 of	 Botswana.	 Small	 businesses	 in	
Botswana	 are	 defined	 as	 enterprises	 employing	 between	 five	 and	 25	 people,	with	 an	
annual	turnover	of	around	BWP60,000–BWP1,500,000	(AUD7,680–AUD192,000).2	
The	 VAT	 system	 in	 Botswana	 is	 perceived	 to	 be	 burdensome	 and	 unreasonably	
complicated.3	To	begin	with,	small	businesses	have	to	file	VAT	returns	every	two	months	
and	use	an	accrual	method	of	accounting	for	VAT.	In	addition,	some	goods	and	services	










This	 study	 employs	 the	 case	 study	 research	 approach,	 involving	 an	 in-depth,	 detailed	
study	 of	 an	 individual	 or	 a	 small	 group	 of	 individuals	 or	 an	 event.	 Such	 studies	 are	
typically	 qualitative	 in	 nature,	 resulting	 in	 a	 narrative	 description	 of	 behaviour	 or	
experience.5	This	paper	reviews	the	literature	in	order	to	investigate	key	elements	of	an	
optimal	 VAT	design.	 In	 addition,	 the	 study	 examines	 the	Botswana	VAT	 and	 the	New	
Zealand	 GST	 design	 features	 as	 comparative	 case	 studies,	with	 the	 aim	 of	 identifying	
possible	VAT	simplification	measures	that	Botswana	can	adopt.		
It	must	be	noted	that	Botswana	and	New	Zealand	differ	in	many	respects,	such	as	socio-
economic	 environment,	 governance,	 political	 climate,	 size,	 tax	 structure	 and	 the	






3	 Tshepiso	 Makara	 and	 Nthati	 Rametse,	 ‘Taxpayer	 Attitudes,	 Compliance	 Benefits	 Perceptions	 and	
Compliance	Costs	of	the	Value	Added	Tax	System	in	Botswana’	(2018)	13(1)	Journal	of	the	Australasian	Tax	
Teachers	Association	246.	
4	 These	 studies	 are	 summarised	 in	 the	 study	 by	 Tshepiso	 Makara	 and	 Jeff	 Pope,	 ‘Estimates	 of	 the	
Compliance	Costs	of	Value	Added	Tax	in	Botswana’	(2013)	19(3)	New	Zealand	Journal	of	Taxation	Law	and	







comparing	 these	 two	 countries	may	 be	 problematic	 and	 ‘more	 likely	 to	mislead	 than	






This	 paper	 adopts	 an	 institutional	 theory	 perspective.	 By	 institutional	 theory,	we	 are	
focusing	on	the	effects	of	 institutions	in	society	on	political	outcomes,	 including	policy	




III	 reviews	 the	 Botswana	 VAT	 and	 the	 New	 Zealand	 GST	 designs.	 Possible	 VAT	






number	 of	 VAT	 rates,	 exemptions	 and	 zero-rating	 of	 certain	 goods	 and	 services.	 A	
complex	 VAT	 design	 has	 higher	 compliance	 costs	 that	 burden	 smaller	 businesses	 the	
most.	Such	a	burden	may	be	perceived	as	unfair	and,	consequentially,	can	arouse	negative	






7	 International	 Finance	 Corporation,	 The	 Costs	 of	 Tax	 Compliance	 in	 Ukraine	 (2009)	 95	
<www.ifc.org/Ukraine/IC>.	












The	 VAT	 is	 the	 predominant	 form	 of	 consumption	 tax	 across	 the	 globe,10	 being	 now	
implemented	by	over	150	countries	worldwide.11	It	is	alleged	to	be	the	most	important	
single	tax	in	developing	and	transitional	countries,12	while	in	the	European	Union,	it	is	
said	 to	 be	 the	 cornerstone	 of	 tax	 policy	 and	 the	 economic	 system.13	 In	 Africa,	 the	
proliferation	 of	 VAT	 has	 been	 phenomenal,	 with	 the	 majority	 of	 African	 countries	
adopting	a	VAT	of	some	sort.	
Martinez-Vasquez	and	Bird	assert	that	the	success	of	VAT	reflects	a	number	of	factors.	To	


















minimise	 the	 real	 costs	 to	 society	 that	are	 inherent	even	 in	 the	best-designed	 taxes.20	
	
	
























the	 possibility	 of	 non-compliance,	 giving	 taxpayers	 the	 incentive	 to	 avoid	 tax	 by	
misclassifying	goods	or	services	as	exempt	or	zero-rated.22		
According	 to	 Lejeune,	 the	 design	 of	 a	 best-practice	 VAT	 requires	 a	 balance	 to	 be	
established	between	 the	objectives	of	 three	 stakeholders:	 the	government,	businesses	
and	citizens.	The	government’s	principal	aim	is	to	increase	the	revenue	necessary	to	fund	





are	 the	 cornerstones	 of	 VAT	design.	 These	 factors	 determine:	 how	much	 government	
revenue	 will	 be	 raised	 from	 VAT	 (after	 considering	 the	 administrative	 costs);	 the	
magnitude	of	compliance	costs	borne	by	taxpayers	(businesses);	and	the	regressivity	of	
the	 VAT	 upon	 final	 consumers	 (citizens).	 The	 authors	 suggest	 that	 the	 manner	 and	
frequency	of	VAT	returns	 filing	are	also	 important	cornerstones,	as	 they	have	a	direct	
bearing	 on	 the	 compliance	 costs	 borne	 by	 taxpayers.	 The	 elements	 of	 a	 conceptually	
simple	 VAT,	 as	 suggested	 by	 the	 United	 States	 Government	 Accountability	 Office	









All	 goods	 and	 services	 are	 subject	 to	 the	 VAT,	 including	
financial	transactions	and	real	estate.	
All	 business,	 government,	
and	 non-profit	 entities	 are	
taxed	
All	 entities	 are	 subject	 to	 paying	 VAT	 on	 purchases	 and	
required	 to	 charge	 VAT	 on	 qualifying	 sales	 of	 goods	 and	
services.	
Destination	principle	 Goods	and	services	are	subject	to	taxation	in	the	jurisdiction	in	


















The	 rate,	 or	number	of	 rates,	 at	which	VAT	 is	 imposed	 is	 a	 significant	 element	 in	 the	
design	of	VAT.	Tax	administrations	generally	 levy	more	 than	one	VAT	rate	 (being	 the	







rate(s)	 is	 intended	 to	 reduce	 the	 regressivity	 of	 VAT	 on	 such	 consumers	 (equity	
considerations).	 It	 has,	 however,	 been	 argued	 that	 the	 use	 of	 lower	 or	 zero	 rates	 for	
redistribution	purposes	is	practically	limited,	because	the	rich	generally	spend	more,	in	
absolute	terms,	on	the	rate-reduced	commodities.	Thus,	 the	rate	decrease	benefits	the	




the	 VAT,	 such	 as	 through	 income	 supplements	 and	 welfare	 payments	 from	 the	
government.	
Furthermore,	 having	 several	 VAT	 rates	 increases	 the	 VAT	 system’s	 complexity,29	 and	
resultant	 compliance	 costs,	 especially	 for	 small	 traders.30	 As	 the	 number	 of	 rates	
increases,	 tax	 forms	become	more	complicated	and	compliance	costs	 tend	 to	 increase	
considerably.	Moreover,	a	VAT	system	with	many	rates	distorts	consumer	and	producer	
choices,	and	invites	rent	reeking.31	The	basic	rule	in	VAT	design	is	to	have	as	few	tax	rates	






















a	 conceptually	 simple	 VAT	 should	 have	 a	 single	 rate	 that	 applies	 to	 all	 goods	 and	
services.34		
Applying	a	single	rate	of	VAT	to	all	goods	and	services	(with	the	exception	of	exports,	at	






considered	a	poor	allocation	of	 resources.37	 In	 terms	of	 increasing	 the	VAT	 rate,	 as	 is	
common	 with	 many	 countries,38	 Buydens	 advises	 that	 countries	 should	 consider	 the	
efficiency	of	rate	increases	compared	with	broadening	the	VAT	base	and	decreasing	the	























41	VAT	exemptions	 often	 include	basic	 education	 services,	 basic	 health	 services,	 financial	 services,	 real	
estate	and	construction.	See	Ebrill,	Keen	and	Perry	(eds)	(n	9)	91–9.	The	different	VAT	exemptions	by	OECD	
countries	 are	 outlined	 in	 an	 OECD	 study	 of	 consumption	 tax	 trends.	 See	 Stephane	 Buydens,	 OECD,	
Consumption	 Tax	 Trends	 2012:	 VAT/GST	 and	 Excise	 Rates,	 Trends	 and	 Administration	 Issues	 (OECD	










VAT	 exemptions	 also	 result	 in	 the	 imposition	of	 tax-on-tax	 (cascading)	 and	 introduce	




increased	 exemptions	 could	 possibly	 entice	 other	 traders	 to	 claim	 exemption	 for	







Africa	 is	 set	 at	AUD75,000,	NZD60,000	 (approximately	AUD54,000)	 and	ZAR1	million	
(AUD92,868),51	 respectively.	 In	 Botswana,	 the	 VAT	 registration	 threshold	 is	 BWP1	
million	 (AUD128,000).52	 A	 low	 registration	 threshold	 requires	 smaller	 businesses	 to	
adhere	to	the	stringent	requirements	of	VAT	(for	example,	proper	record	keeping,	VAT	
collection	 and	 remittance,	 and	 timely	 filing	 of	 VAT	 returns).	 This	 imposes	 a	
disproportionate	 compliance	 burden	 upon	 smaller	 traders	 that,	 in	 turn,	 may	 evoke	
negative	attitudes	 (and	 tax	evasion)	 from	small	businesses.	 Indeed,	 a	 low	registration	
threshold	 may	 motivate	 businesses	 to	 engage	 in	 non-compliant	 behaviour,	 such	 as	
‘dishonesty	 and	 failure	 to	 report	 some	 sales,	 artificial	 separation	 of	 a	 business	 into	
multiple	unregistered	parts,	and	reduction	of	activity	to	reduce	sales’.53	
However,	 a	 high	 registration	 threshold	 results	 in	differential	 treatment	 of	 businesses,	
which,	in	turn,	leads	to	distortions	in	competition	in	favour	of	small	businesses	below	the	
registration	threshold.	Such	distortions,	implied	by	additional	costs	in	the	form	of	the	tax	
liability	 and	 compliance	 costs,	 affect	 VAT-registered	 businesses.54	 To	 this	 end,	 some	
argue	that	a	low	threshold	is	necessary	to	reduce	incentives	for	malpractices	such	as	sales	
































threshold	 and	 dropping	 many	 small	 businesses	 from	 the	 tax	 base	 can	 be	 traded-off	
against	the	compliance	costs	saved	by	the	taxpayers.59	Similarly,	 the	International	Tax	











Many	 governments	 often	 incorporate	 small	 business	 ‘special	 treatment	 clauses’	 or	
concessions	in	their	tax	policies,	in	an	attempt	to	mitigate	the	disproportionate	burden	of	
tax	 compliance.	 In	 reality,	 in	 many	 countries,	 small	 businesses	 expect,	 and	 generally	
receive,	special	tax	treatment	or	tax	concessions.62	However,	concessions	in	the	form	of	
lower	VAT	rates	or	exemptions	 lead	 to	considerably	higher	compliance	costs,	because	
businesses	 have	 to	 separate	 their	 stock	 at	 the	 checkout	 counter	 according	 to	 the	 tax	
treatment.	 Large	 businesses	 can	 automate	 this	 process	 and	 amortise	 the	 initial	 setup	
costs	 over	 high	 volumes	 of	 sales.	 Small	 businesses,	 on	 the	 other	 hand,	 rarely	 have	








































































apply	 for	 registration	 when	 required	 is	 an	 offence	 that	 attracts	 high	 penalties.	 The	
penalties	include	fines,	interest	on	late	payments,	and	imprisonment.72		
The	BURS	classifies	VAT-registered	businesses	into	three	groups:	A,	B	and	C.	Groups	A	
and	 B	 comprise	 businesses	 with	 a	 turnover	 below	 BWP12	 million	 (AUD1.5	 million),	




During	 the	 financial	 year	 2014–15,	 the	BURS	 introduced	 an	 online	VAT	 returns	 filing	
system	(e-filing).	However,	the	BURS	notes	that	‘there	has	been	a	slow	uptake	of	the	use	
of	 e-services	 as	most	 taxpayers	 continue	 to	 file	manually’.75	 Thus,	 the	 frequency	 and	
manner	 of	 VAT	 returns	 filing	 in	 Botswana	 pose	 a	 question	 of	 the	 complexity	 of	 the	
country’s	VAT	system	and	the	burden	of	VAT	upon	businesses,	especially	small	ones.	The	










by	 increasing	 it	 to	 BWP1	 million	 (AUD128,000).76	 In	 addition	 to	 the	 threshold	





















VAT	 taxpayers	 in	 Botswana	 have	 indicated	 that	 they	 find	 VAT	 requirements	 to	 be	
burdensome.	The	businesses	that	find	VAT	to	be	onerous	and	unreasonably	complicated	
have	reported	higher	average	VAT	compliance	costs	and	also	expressed	resentment	in	
doing	 their	 VAT	work.78	 This	 could	 possibly	 explain	why	 Botswana	 faces	 an	 ongoing	
challenge	of	VAT	non-compliance,	as	evidenced	by	growing	VAT	arrears	(see	Figure	1).	
The	 BURS	 mentioned	 that	 there	 is	 a	 culture	 of	 low	 tax	 compliance	 in	 the	 Botswana	






















































eliminating	most	 exemptions	 and	 credits	 in	 the	 tax	 system,	 and	 embarking	 on	major	

















the	exception	of	a	 few	jurisdictions	(including	Singapore),	 the	other	 jurisdictions	have	
moved	away	from	the	‘purity’	of	the	New	Zealand	GST	to	introduce	multiple	rates,	more	
exemptions	and	so	on.		




adopt	 standard	 two-monthly	 returns	 (a	 one-month	 return	 period	 applies	 for	 large	




month,	 or	 where	 the	 Commissioner	 of	 Inland	 Revenue	 is	 satisfied	 this	 method	 is	
appropriate.	A	third	method	is	known	as	the	hybrid	basis	(introduced	in	1991),	which	
can	 be	 used	 by	 any	 person	 or	 business	 registered	 for	 GST.85	 It	 has	 some	 cash	 flow	



















of	 land	have	 also	 been	 exempted	 from	GST.	 Thus	 the	 standard	 rate	 of	GST	 applies	 to	
almost	all	supplies.	That	said,	it	remains	a	relatively	complex	tax	to	apply,	as	reflected	in	
the	ever-growing	 legislative	provisions	and	challenges	 faced	by	 the	courts.	During	 the	
1990s	 and	 2000s,	 New	 Zealand	 undertook	 a	 rewrite	 of	 its	 Income	 Tax	 Act.	 The	 Tax	







In	 summary,	 New	 Zealand’s	 GST	 reflects	 the	 pureist	 and	 most	 efficient	 GST	 model	




It	 has	 been	 suggested	 that	 complex	 VAT	 requirements	 lead	 to	 high	 VAT	 compliance	
costs.87	The	compliance	costs	of	VAT	and	other	taxes	do	not	affect	businesses	equally.	As	
a	result	of	the	fixed-cost	nature	of	tax	compliance	costs,	small	businesses	carry	a	burden	








































returns	 every	 six	 months.	 In	 addition	 to	 a	 reduction	 of	 VAT	 compliance	 costs,	
administrative	 costs	 incurred	by	 the	BURS	will	 also	be	 reduced,	 allowing	 the	 revenue	








unreasonably	 complicated	 and,	 as	 such,	 have	 concerns	 when	 undertaking	 their	 VAT	
work.94	 As	 mentioned	 earlier,	 the	 BURS	 has	 reported	 that	 there	 is	 a	 culture	 of	 non-
compliance	 among	 small	 businesses	 in	Botswana,	 and	 the	 revenue	authority	 grapples	
with	mounting	VAT	arrears.	The	authors	suggest	that	the	BURS	should	adopt	a	broad-
based	VAT	system,	similar	to	the	New	Zealand	GST	system,	which	has	minimal	exempt	

































order	 to	 identify	 possible	 policy	 measures	 that	 can	 help	 simplify	 the	 VAT	 system	 in	
Botswana.	 These	 policy	 recommendations	 are	 cautiously	 made,	 owing	 to	 the	 size,	
economic,	political	and	governance	differences	between	the	two	countries.		
Prior	studies	have	reported	that	small	business	taxpayers	in	Botswana	perceive	the	VAT	
to	 be	 burdensome	 and	 costly.	 This	 could	 be	 due	 to	 the	 frequency	 with	 which	 small	
businesses	are	required	to	file	VAT	returns	in	Botswana.	Other	problem	areas	include	the	
use	of	the	accrual	method	of	accounting	for	VAT	and	the	presence	of	exempt	and	zero-
rated	 goods	 and	 services.	 This	 paper	 recommends	 that	 the	 BURS	 should	 consider	
introducing	the	cash	accounting	method	for	VAT,	reducing	the	frequency	of	VAT	returns	
filing	 for	small	businesses	 from	bimonthly	 to	semi-annually,	broadening	 the	VAT	base	
and	 increasing	 the	 VAT	 registration	 threshold.	 More	 work	 is	 necessary	 to	 further	
investigate	 the	 complexity	 of	 the	 VAT	 system	 in	 Botswana,	 in	 order	 to	 uncover	 the	









Supplier	 Registration	 System	 (Discussion	 Document,	 May	 2018)	
<http://taxpolicy.ird.govt.nz/sites/default/files/2018-dd-gst-low-value-goods.pdf>.	
98	 See	 further:	 Inland	Revenue,	New	Zealand	Government,	Goods	 and	 Services	 Tax	—	Compulsory	 Zero-






is	 with	 one	 jurisdiction	 only,	 namely	 New	 Zealand.	 The	 recommendations	 may	 have	
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